performance in the nation in a given year is gross national product (CNP). Changes in CNP reflect both changes in prices and changes in the physical volume of output. CNP adjusted for price level changes is generally accepted as a reliable indicator of growth in the nation's total production and is used by economic analysts to indicate whether the economy is expanding or contracting. Policymakers use GNP data, along with other measures of economic activity, in the formulation and subsequent evaluation of stabilization policy.
A growing GNP is generally associated with expanding opportunities for employment and an increasing amount of material welfare. Economic policy facilitating GNP growth is formulated, in part, as a means of reducing both unemployment and poverty.
But a growing GNP has also been accompanied by urban decay and pollution, which are not accounted for in national income data. Critics of economic growth, as measured by national income data, argue that such data tend to emphasize the growth of material welfare while ignoring what is happening to the "quality of life" or "social welfare." CNP has been growing, but what has been happening to total welfare?
William Nordhaus and James Tohin recently proposed an indicator to obtain a measure of "economic welfare" or "standard of living" to complement GNP.'
This indicator, referred to as "Measure of kconomic William Nordhaus and James Tobin, "Is Crowth Obsolete?", Economic Growth, Fiftieth Anniversary Colloquium, Vol. 5 (New York National Bureau of Economic Research, 1972) .
Welfare" (MEW), would modify the present CNP measure primarily in three ways: 1) by subtracting estimates of certain costs or "bads", such as pollution, from the national income totaL 2) by excluding some services, such as police services, since it is possible that increased police budgets to combat rising crime do not indicate an increase in welfare; and 3) by adding to CNP some activities, such as household activities housework, home repairs, etc. ) and leisure, which are not included in the CNP totalThis-article discusses the Nordhaus-Tobin measure of economic welfare. Since they use GNP as a point of departure, the concept of ONP is reviewed in the first part of this paper and then compared with the proposed MEW concept.
Gross national product can be defined as the market value of domestic current final output.
2 It provides a measure of the nation's aggregate economic activityincome or output-measured in terms of current market pi-ices over a given period of time, usually a year.
Two methods can be used in measuring the nation's income or output -the income approach and the expenditure approach. The income approach determines gross national income by totaling the various income shares of tire factors of production, such as compensation of employees, rental income, proprietors' income, if no criteria of social productivity are used, national income becomes a mechanical total of all net receipts of individuals and business agencies, regardless for what activity or even \vhether there is any activity. It would include the compensation of robbers, murderers, dnsg peddlers, and smugglers, differential gains from the transfer of claims, and pure transfers such as gifts and contributions, which, in the absence of a productivity criterion, cannot be distinguished from payments for services. Such a judgmentless estimate would be of little use, since, to measure all market transactions, some gross rather At the end of an accounting period, any increase in the inventory of raw materials (or intermediate products) is included as part of the total product of that period. Doublecounting can be avoided by totaling only the market value of "final" products, such as bread (plus an allowance for changes in inventories), or by totaling the sum of the "value added" by all finns. Value added by a firm equals the market revenues received by the firm minus the cost of the raw materials. In the above example the value added by the baker would he the revenues received through the sale of the bread minus the cost of the flour and other ingredients.
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Market transactions involving the exchange of wealth or claims to wealth are also excluded in the determination of GNP. Exchange of stocks on the stock market and exchange of bonds in the securities markets only shift osvnership of claims to existing assets from one person to another. For the most part, the sale of a used car has a similar effect. In both cases, no increase in production or productive capacity is directly related to the exchange of these assets. Included in GNP, however, are some of the dealer costs associated with these transactions. These costs include, among other things, the salaries and the commissions of the stock and security brokers and used ear salesmen, since they provide a current service in the exchange of existing assets. In determining what is included in GNP, the emphasis is on current economic activities which are "productive" in the sense of creating income. A sale of a new car would be included in GNP for this is an end item of current productive activity.
IA leading authority on national income determination, Simon Kuznets, considered this problem when discussing issues involved in defining national income. He argued against the inclusion of nonmarket activities in general, but cautioned in the interpretation of data which exclude such activities: "The national income estimator must choose between comprehensive definition -with the consequence that large sectors of the economy either cannot be measured on a continuous basis or cannot be included with mnore precisely measurable secton because the errors are so enormous -and a narrower definition that confines economic activities to those marketbound -for which tolerably reliable estimates can be made.
In current national immcome measurement in this country, the decision is usually in favor of the second alternative. And it finds support in the argument that the activities so segregated for measurement are the ones subject primarily to economic criteria and rationale; whereas those that are not directed at the market are much more a part of life in general. One may and does discharge a housekeeper for inefficiency in nanaging a household, hut by itself this is rarely a ground for divorce "The national income estimator cannot do much about such omissions, since scarcity or lack of data is inherent in the nature of the omitted areas-But in interpreting national income movements in terms of satisfying consumers' wants, the limitation of national income largely to noncasual marketbound activities most be stressed. In this country as in many others where the market is always being extended, the relative importance of the household as a source of consumer goods is declining. Many activities fonnerly perfonned by the housewife or other members of the family and not measured (baking, sewing, camring, etc.) have progressively been taken over by business enterprises and gone into market-bound activities; other household functions have vaoished without leaving a direct substitute in business activity. Hence, national income totals tend to exaggerate the upward movement in the supply of goods to consumers, if such supply is consprehensively defined as coming from both market-bound and family activities." [Simon Kuznets, National Income: A Sssmmary of Findings (New York: National Bureau of Economic Research, Inc., 1946), pp. 124-125.] than net total is requisite. It would measure neither the positive contribution of the country's economic system to the needs of its members for purposes of consumption or capital formation nor the sum total of what the inhabitants of the country think their income is. 5
Kuznets favored a policy of making any underlying "scheme of values or social philosophy" explicit and allow it to guide the selection of the data.
The concept of "production" or "productive activity" in the measurement of national income has been given different meanings by various writers and goveimments. In The Wealth of Nations, xvhich was first published in 1776, Adam Smith distinguished productive activities as the making of material goods only;
all services, such as those provided by churchmen, lawyers. doctors, musicians, etc., were considered unproductive since "the work of all of them perishes in the very instant of its production."" Smith's concept of productivity was perpetuated in the writings of David Ricardo and John Stuart Mill and formed the basis of the primary national income estimates in England and France for neaiiy a centusy. It was not until Alfred Marshall identified the production of goods and services with the creation of utility in the latter part of the nineteenth century that estimators in these two countries returned to a broader concept of production. National income or GNP in the United States today is basically a measure of the market value of goods and services produced during a given period of time.'°A s two proponents of an indicator to mueasure economic svelfai-e, William Nordhaus and James Tobin do not question the usefulness of the GN1' data as a measure of production. They consider GNU data indispensable for shom-t-run stabilization policy and for assessing the economy's long-run growth in productive capacity. They-do question, however, the usefulness of GNP data in evaluating tIme growth of economic welfare.
Nordhaus and Tobin would like to see the developxnent of a new concept to measure the growth of economic welfare, and their argument for the developuncut of such a concept is as follows:
An obvious shortcoming of ON? is that it is an index of production, not consumption. The goal of economic activity, after all, is consumption. Although this is the central premise of economics, the profession has been slow to develop, either conceptually or statistically, a measure of economic performance oriented to consumption, broadly defined and carefully calculated. We have constnmcted a primitive and experimental 'measure of economic welfare' (MEW) Cciit~'l Ccz~utnniion Sustainable MEW as a measure of consumption is somewhat similar to the concept of net national product (NNP) as a measure of production. Part of the output included in GNP will be used to repair and replace the existing stock of capital goods. This portion of output is classified as the capital consumption allowance. The subtraction of the capital consumption allowance from GNP gives NNI'. NNP tells us how much current income or production can be consumed consistent with the maintenance of productive capacity or income potential.
In a similar manner, the Nordhaus-Tobin concept of sustainable MEW provides a measure of "the amount of consumption in any year that is consistent with sustained steady growth in per capita consumption at the trend rate of technological progress." The sustainable MEW concept then considers not only the amount of capital which must be replaced in a period to maintain consumption at the existing level, but also how much additional investment or abstention from consumption in the current period must be made in order to keep consumption per capita growing at some The authors impute an estimate for many activities which they feel have a positive or negative effect on social welfare but are not considered in the determination of GNP. Specifically, imputations are made for leisure, nonmarket activity, disamenities, and services of public and private capital.
The most substantial modifications to GNP in obtaining a measure for sustainable MEW are the result of the imputations for leisure and nonrnarket activity.
Leisure is important to a welfare index, for welfare could rise (consumption of leisure) while GNP falls if employees voluntarily decide to work less. An estimate for nonmarket activity or household production and consumption, such as meals, cleaning, and home repairs, is also added to GNP to obtain MEW.
An estimate for the disamenities of urbanization is subtracted from the GNP data in determining MEW. This estimate considers social costs which are not ineluded in the costs of producing consumption goods and services.
18 These costs would include pollution, litter, congestion, noise, and insecurity. The estimatẽ~I bid,, p. 7. Kuznets supported the notion that many government services should be treated as intermediate goods rather than final product. He argued that services to businesses such as economic legislation and the maintenance of internal and external security is not a direct service to consmners but a cost of maintaining society at large: "a condition of economic production rather than an activity directly yielding final economic goods." He supports the exclusion of these government activities from a country's output by emphasizing that the total which is sought is "that 
SUMMARY
GNP, in general, provides a measure of current production in the United States for which a money income has been received. As a production or income measure, it has been used in forming policy goals for output, employment, and price level changes.
Criticism has been directed against the GNP concept as emphasizing the quantity of goods and services produced while ignoring what is happening to the "quality" of life. Proponents of a new measure to obtain such a quality indicator, or an economic welfare measure, would modify the present national income accounts in several ways. They would subtract from GNP any costs incurred in maintaining clean air and water in the production of goods and services, subtract an estimated cost of urban congestion, subtract expenditures for police and national defense, and include an estimate for the value of nonmarket activities such as household activities and leisure time. Although the proponents of this new concept refer to it as a measure of welfare, it more accurately provides a broad measure of consumption. A welfare measure would quantify the amount of satisfaction or utility received from consumption and would depend, in part, on the distribution of income. As a measure of consumption, however, the MEW concept attempts to provide an indicator more closely associated with the concept of welfare than that provided by a production measure such as GNP. Unfortunately, in view of the high error content associated with this measure, the proposed MEW concept does little more than break the ice in an attempt to provide an accurate estimate of economic welfare.
